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Next year the new Congresswill again debate what to doabout farm policy.  Farm-state
representatives and senators will
offer various proposals to remedy the
ills of agriculture.  In turn, farm
organizations, environmental groups,
and other concerned parties will try
to determine how the various propos-
als best serve their own interests.
There is, however, a recurring,
fundamental question that has yet to
be addressed satisfactorily: What do
we actually want farm policy to do?
Some would argue for payments to
maintain rural vitality.  Others
propose programs that would link
farm income support with enhanced
environmental stewardship. And still
others suggest maintaining a mini-
mum level of farm income through
counter-cyclical payments.
In our governmental system, all
proposed policy objectives need to be
scrutinized by the public to determine
1) if those objectives are truly of
broad public concern and 2) if they
are achievable using means that are
consistent with the way that most
Americans want their economy to run:
namely, that market forces ought to be
the primary determinant of produc-
tion and consumption decisions.
But in agriculture, even without
such scrutiny the aid keeps flowing.
Notwithstanding earlier statements
that $8 billion in emergency pay-
ments was all that agriculture could
count on this year, Congress is poised
to spend an additional $2.0 billion in
disaster assistance this fall.  Direct
payments for the 1998, 1999, and 2000
crop years are expected to total
almost $60 billion.  And, much of this
$60 billion in support has flowed to
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agriculture either as “emer-
gency aid” or aid automati-
cally triggered by low prices.
The emergency label has
enabled proponents to skirt
the issue of what broad
public policy objective is
being met through the
support of agriculture.
The claim of an
agricultural emer-
gency seems suffi-
cient to garner
additional funds.
However, if support
is to be maintained at
the high levels seen
in recent years,
proponents will be
much harder pressed
in each coming year to
justify the aid in terms of
meeting a broad policy
objective.  And, presumably,
increasing agriculture’s baseline
budget will come at a cost to one or
more other important policy objec-
tives, including modernizing the
military, enhancing environmental
quality, and improving our educa-
tional system.
INCREASE RURAL VITALITY?
There are few in Congress who are as
forthright as North Dakota Senator
Kent Conrad in specifying what they
want farm policy to do.  In introduc-
ing new federal farm legislation last
year, Senator Conrad stated, “The
goal is a national farm policy that
keeps America’s farm communities
strong and allows U.S. farmers to
compete in world markets.”
For Senator Conrad, the first
objective of farm policy is to keep
rural communities strong.  The way
to accomplish this is to maintain
rural populations by keeping farm
families on the land so that they can
support local farm-connected busi-
nesses. This support, in turn, results
in viable schools and rural Main
Street businesses.
But can maintenance of rural
vitality be the objective of a
national farm policy?  Luther
Tweeten writing in Choices
(second quarter, 1995)
suggests that it can not. He
notes that “...fewer than
one-third of the nation’s
2,400 rural counties are
farm dependent, that is,
receiving over 20
percent of their income
from farm-related
earnings.”  Of course,
most of these farm-
dependent counties are
in the Great Plains,
which makes Senator
Conrad’s position
understandable.
Another factor, perhaps posing an
even greater political difficulty in using
rural vitality as the primary farm policy
objective, is the large and increasing
number of rural residents who have
little connection with agriculture.  And
in many rural areas, new rural resi-
dents actually would prefer a reduction
in land devoted to farming if that were
to mean declines in livestock produc-
tion, the burning of crop residue, and
the application of pesticides.
A further difficulty is convincing
urban residents that they have a
stake in maintaining the rural econo-
mies of the Great Plains states.  Most
Americans live in concentrated urban
areas on the East and West Coasts
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and in the South.  And those who live
close to the Great Plains and Corn
Belt states live in medium sized to
large cities that have their own set of
problems.  Although urban residents
may be able to make a general
connection between federal farm
policy and food, it may be difficult to
convince them of the importance of
specific agricultural support, such as
the need to support farmers to
decrease the out-migration from
rural North Dakota.
A new trend that started in
Western Europe and is spreading to
the United States is the idea that
urban residents may want to main-
tain and manage the rural landscape
for their recreation pleasure.  In that
regard, most people probably would
prefer that part of the rural land-
scape should include farms that are
“visually appealing.”  And to many
people, visual appeal means tradi-
tional buildings, crops and livestock
in the fields, and farm families living
on the land.  However, the number of
these traditional farms that would be
required to meet the demands of
urban residents is not likely to
account for the 210 million acres of
corn, soybeans, and wheat that will
be planted in 2001.
USING PROPOSALS TO FIND POLICY
OBJECTIVES
Most legislators are not as candid as
Senator Conrad in that they do not
state explicitly what they want farm
policy to accomplish.  But they are
not reticent about proposing new
policies, and these policy proposals
can reveal unstated objectives.
GREEN PAYMENTS
For example, last year Senator
Tom Harkin introduced the Conser-
vation Security Act that would pay
farmers to adopt environmentally
friendly practices.  Farmers’ in-
comes would be supported only if
the farmers became active, visible
environmental stewards of their
land.  At least two policy objectives
are revealed by this legislation.
First, the incomes of participating
farmers would be enhanced.  Sec-
ond, if the program were imple-
mented carefully, environmental
quality would increase. Many feel
that tying farm support to environ-
mental stewardship is a politically
winning combination because it
aligns the interests of farmers with
environmental and urban interests.
Such a combination proved critical
to passage of the 1985 and 1990
Farm Bills.
This “green” policy proposal may
serve another purpose as well: the
financial benefits of the program may
not flow as easily to absentee land-
owners as do the current program
benefits.  Of course, whether the
policy would actually accomplish this
distributional goal would depend
critically on how it was implemented.
Will Congress be willing to pass a
farm bill that supports farm income
with tools aimed at environmental
quality instead of income and price
enhancement?  Clearly, Congress has
shown its willingness to support
farm incomes.  The critical policy
question becomes: Can a change in
land use and production practices
impact environmental quality enough
to justify the large payments that
farm groups are growing used to? If
not, then it would be difficult to
justify Senator Harkin’s approach as
the central vehicle to deliver large
amounts of aid to agriculture.
COUNTER-CYCLICAL PAYMENTS
Another policy objective revealed
through proposals is that of maintain-
ing farm income at some minimum
level.  Proponents of payments that
are counter-cyclical with respect to
price, yield, or farm revenue must
have this objective in mind.  For
example, Agricultural Market Transi-
tion Act (AMTA) emergency payments
have been largely counter-cyclical
with respect to price in the last three
years, in that low prices have resulted
in higher payments.  Loan deficiency
payments also are counter-cyclical
with respect to price.  In addition,
crop insurance makes payments
when yield is low, and revenue
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insurance makes payments when
revenue is low.
The initial reaction of many to a
policy objective of guaranteeing a
minimum income level for farmers is
positive.  The thought of a
hardworking farmer putting food on
our table, yet not being able to afford
the modern amenities taken for
granted by most of us, is a powerful
image—emotionally and politically.
An economic system in which a
farmer cannot receive enough from
the marketplace to cover production
costs seems inherently unfair.
But our economic system is
based on the underlying premise that
if a company or individual cannot
cover their costs of production from
the sale of a product, then they
should not be producing that it.
Economists are quick to point out
that the risk of not recovering costs
from a venture is the reason why
those who are willing to undertake
the risk should, on average, be
rewarded.  That is, there is a basic
tradeoff between risk and return in
capitalism: the higher the risk of not
covering costs, the higher the ex-
pected return.  If there were no risk
from producing a particular product,
then everybody would immediately
supply the product, which would
guarantee that nobody made any
money.  This economic law must be
kept in mind when designing a
counter-cyclical policy.
Cost of Production Insurance. To
see how a seemingly good idea can
be extremely difficult to implement,
consider cost of production insur-
ance, a policy proposal included in
this year’s Agricultural Risk Protec-
tion Act.  This type of insurance
would make up the difference if farm
revenue fell below the cost of produc-
tion.  This seems like a policy that we
all could support.  But how could it
be implemented?
The first issue that arises for
such a policy is to determine what
costs to include. Clearly, variable
production expenses such as seed,
chemicals, fuel, labor, and fertilizer
should be included.  According to ISU
Extension, these costs total $164/acre
on 135-bushel corn land in Iowa.  If
the goal is to make sure that all of a
farmer’s expenses are met, then land
($120/acre) and other machinery
expenses ($44/acre) also should be
included, which makes total cost
equal to $328/acre.
This “break-even” amount would
need to serve as the basis for the cost
of production insurance policy if we
wanted to make sure that farmers at
least cover their costs, without even
considering the need for family living
expenses.  How much would such an
insurance policy cost?  The cost
depends on the expected level of
revenue that could be obtained from
the marketplace.  The higher the
expected market revenue, the lower
the cost of the insurance.  As of this
writing, the price for 2001 corn was
approximately $2.40/bushel on the
Chicago Board of Trade.  With a 40-
cent basis, this translates to a $2.00
local price.  At an average yield of 135
bu/acre, this farmer can expect to
receive $270/acre for next year’s crop,
or $58/acre below the farmer’s cost of
production.
The insurance premium of
providing a revenue guarantee equal
to $328/acre for this farmer would be
$72/acre.  This large premium reflects
the fact that expected market rev-
enue is below the guarantee.  If the
revenue guarantee were lowered to
$270/acre, then the cost would fall to
$32/acre.  Currently, the highest
revenue guarantee that the farmer
could obtain (on a local basis) is $230/
acre (85% of 270), which would cost a
relatively modest $18/acre.
Of course, if 100% cost of produc-
tion insurance were made available
to this farmer, total production costs
would increase by the amount of the
premium, raising the total cost to
$400/acre, which would raise the
insurance premium to $136/acre.
Implementation of this policy also
would increase the value of land,
because the risk of low revenue
would be eliminated.  The higher
land cost would, in turn, increase the
cost of production in a never-ending
upward spiral.
But what if the government simply
gave Iowa corn farmers this level of
coverage, instead of charging the
producer?  Then the cost of produc-
tion would not be inflated by the
insurance premium.  But land prices
would immediately reflect the value of
the government gift, which in turn
would increase the cost of production.
This discussion shows the diffi-
culty of trying to meet an objective of
maintaining a minimum income level
for farmers through counter-cyclical
payments.  Some might argue that
Congress would never have this
objective, at least not at such a high
guaranteed income level.  But Con-
gress did implement a policy for the
1999 crop year whereby Iowa corn
farmers were paid an average of
between $90 and $100/acre through a
combination of AMTA payments,
supplemental AMTA payments, and
corn loan deficiency payments.  Such
payments are consistent with the
objective of making sure that Iowa
farmers cover the cost of producing
corn.  Indeed replacing the existing
policy tools with giving farmers a high
revenue guarantee might, at least in
the short run, have cost the govern-
ment less than the existing policy.
FARM POLICY IN 2001 AND BEYOND
In an ideal world, clear policy objec-
tives and a good understanding of the
impacts of alternative policy tools
Continued on page 7
If there were no risk from
producing a particular product,
then everybody would immedi-
ately supply the product, which
would guarantee that nobody
made any money.
FALL  2000        CENTER FOR AGRICULTURAL AND RURAL DEVELOPMENT   7
Iowa Ag Review
Table 2 shows that approximately  20
percent of all U.S. grain movements
from the point of consolidation to the
processor or export port location are
made by barge. In addition, more than
90 percent of U.S. grains moved by
barge are ultimately destined for
export markets. Barges serve as the
primary mode of export movement
for U.S. corn and soybeans (rail
maintains a 60 percent share of wheat
export movements). The use of
waterways for export delivery is even
more pervasive in South America.
Argentina and Brazil are cur-
rently looking to expand their
already extensive network of navi-
gable inland waterways. Significant
investment in recent years extends
the reach of barge and vessel traffic
inland from the deep rivers of the
region’s major port cities along the
Atlantic coast. Perhaps the most
ambitious, and
certainly the most
controversial, of all
South American
transportation devel-
opments is the
creation of the Rio
Paraguay-Rio Paraná
Hidrovia. The
Hidrovia, or “water
highway,” is a multina-
tional effort to extend
the reach of inland
navigation from Uruguay’s Nueva
Palmira to Cáceres in the Mato
Grosso region of western Brazil,
spanning 3,442 kilometers through
all four Mercosur nations (Argen-
tina, Brazil, Paraguay, and Uruguay)
as well as Bolivia. The extensive
dredging and realignment in South
American rivers is anticipated to
have a significant economic impact
on producers and carriers alike. It is
estimated that transportation costs
for upstream shippers will be cut in
half by using the river system rather
than rail or truck.
Progressive barge carriers in
Argentina are already achieving
considerable efficiencies within the
nation’s current network of navigable
waterways. Foreign investment has
dramatically expanded barge and
towing capacity while also improving
the navigability of large tows. Satel-
lite tracking and guidance systems
are helping South American barges
to operate with efficiencies on a par
with those of the United States. U.S.
shippers and barge operators, on the
other hand, are concerned with an
aging waterway infrastructure. After
several decades of extensive use and
reliance on the river system for
efficient bulk materials movement,
the rivers are in need of renewed
attention. Special concern is directed
toward the aging lock system of the
Mississippi River. The Mississippi
serves as the backbone of efficient
grain movement in the United States.
The proximity of growing areas for
corn and soybeans to the Mississippi
and its tributaries make the system
imperative for low cost exporting.
The ability to quickly and efficiently
access port facilities located at the
mouth of the Mississippi River in
Louisiana has proven critical to the
export success of these U.S. crops.
If the United States wants to
maintain the comparative advantage
that it has long enjoyed with inland
navigation, it will need to make a
significant investment in its aging
lock and dam system. This holds
particularly true given the aggressive
advances South American shippers
are making to their own river system.
Continued on page 8
TABLE 1. COMPARATIVE GEOGRAPHY
AND INFRASTRUCTURE
Sources: Bureau of Transportation Statistics website (www.bts.gov/
programs/itt/latin/south), U.S. Department of Transportation for
Argentina); The Pocket Guide to Transportation 1998, Bureau of Transpor-
tation Statistics, U.S. Department of Transportation (for U.S.).
would guide the actions of legisla-
tors.  Those policy tools that
achieved the desired objective at
least cost to society would be
selected.  In theory, if policy were
made in this manner, the greatest
good for the greatest number of
people would result, and taxes would
be used efficiently.
But to suggest that policy is
made with an eye towards only the
efficient use of taxpayer’s money is
an oversimplification.  Every policy
involves winners and losers.  Rather
than passively accepting their fate in
the name of policy efficiency, pro-
spective losers often join together
and lobby legislators for a policy that
cuts or eliminates their losses.  Their
success in changing policy depends
on the political pressure that they
can generate relative to 1) the
pressure that prospective winners
from a policy can generate, and 2)
the public pressure on legislators to
adopt policies that meet broad
public policy objectives.
As the search for farm policy
objectives continues, agriculture
needs to address head-on the ques-
tion of what broad public policy
objectives are being met through the
federal support of agriculture.  These
objectives can be stated in either
regional terms (such as enhanced
water quality in a watershed) or in
national terms (such as income
support for food producers).  But if
agriculture is to compete successfully
for expanded federal dollars in the
next farm bill, urban legislators will
need to be convinced why more
federal support is needed and what is
the ultimate objective of such sup-
port.  An annual declaration of
agricultural emergencies can go on
only for so long before the emergency
situation is recognized for what it is:
the normal course of events. u
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